
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



THE VALUE OF THE MONEY UNIT. 

No one denies that the value of money comes under the 
general law of value, and is determined by the same principles 
which determine the value of other commodities. Beyond 
this point there is less agreement. There seems to be some 
difficulty in showing satisfactorily just how the general law of 
value is to be applied to that commodity which is, in common 
language, the measure of all values. What is really sought in 
the discussions on the value of money is an explanation of the 
factors which determine the value of the money unit (with the 
emphasis on the unit). It is not improbable that the failure 
to state the problem in this concrete form, and to hold the 
attention to it, will account for some of the misunderstanding 
among the disputants. 

Men of some scientific standing have been heard to deny 
that there is such a thing as a money unit. Let us agree to 
call by that name the unit of the standard money of a coun- 
try; e.g., the gold dollar in the United States, consisting of 
25.8 grains of standard gold. Stated in less general terms • 
and with special reference to the currency problems of our 
own country, the question would be, What determines the 
value of 25.8 grains of standard gold in a coin lawfully issued 
from the mints of the United States? This is really the im- 
portant question ; for, although other forms of currency may, 
and doubtless do, indirectly affect the value of the gold 
dollar (as will be shown later), yet, so long as the gold stand- 
ard is maintained, the value of every debt is measured in a 
very direct and special sense by the gold dollar, no matter 
with what form of currency it may actually be paid off. 

Where, as in most civilized countries, the free coinage of 
the standard money obtains, it is manifest that the value of 
the money unit must always equal the market value of the 
material of which it is composed, — with variations for seign- 
iorage and delays, where such exist. Where seigniorage is 
charged at the mint, or where time intervenes between the 
deposit of bullion and the receipt of coin, the value of gold 
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coin may sometimes rise slightly above its bullion value. If a 
similar expense or delay interfered with the conversion of coin 
back into bullion, the value of gold coin might fall slightly 
below its bullion value. Thus far those who hold to what is 
called the "Quantity Theory" of money are in accord with 
those who hold that the value of a unit of standard money is 
determined by its metallic value, regardless of the number of 
units. No upholder of the quantity theory has yet contended 
that, where free and gratuitous coinage of the standard money 
exists, any expansion or contraction of the currency can per- 
manently give to the money unit a value either lower or 
higher than the market value of the metal of which it is 
composed. But there seems to be a real difference of opinion 
on the question, does the use of a metal as money affect the 
general market value of the metal ? 

The value of a money metal — gold, for example — is deter- 
mined directly by the utility of the marginal increment of the 
available supply. It is determined indirectly by the marginal 
cost of producing it, the cost being one of the factors which 
determine the supply. Where a commodity is used for two 
distinct purposes,* whatever is used for one cannot be used 
for the other. That which is used for one purpose reduces 
the supply available for the other. The supply available for 
the second purpose being reduced, the marginal utility or 
value for that purpose is increased. In the case of gold, 
whatever is used as money is deducted from the supply avail- 
able for use in the arts. If the total supply of gold were to 
remain the same, while gold should cease to be used as money, 
the supply available for use in the arts would be increased, 
and its value would of necessity fall. 

It may be objected that, if the demand were to be reduced, 
less would be mined, and the supply also would be reduced. 
Unless the failure to use gold as money actually made it 
cheaper, there would be on that account no falling off in the 
amount produced. To the miner it would be a matter of in- 
difference whether the mints were closed to his product, pro- 
vided he could sell it as well as ever. But, if the driving of 
gold out of circulation and into the arts should result, as it 

» Cf. Marshall, Principles of Economies, p. 468 (3d edition). 
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certainly would, in cheapening gold, this cheapening of gold 
would occasion a falling off in the amount produced. But 
this falling off would take place on the margin of production. 
In other words, those sources of supply which would otherwise 
be worked at the greatest cost would not now be worked at 
all. Only the better sources of supply would continue to be 
worked where, one with another, gold could be produced at a 
cost not greater than its reduced value. Thus even the mar- 
ginal cost of producing gold under the new conditions would 
be reduced to correspond to the fall in its value. 

It is easy to see that under the free and gratuitous coinage 
of the standard money the value of the money metal must be 
the same in coin as in bullion. It is perhaps not so easy to 
see how the distribution of the metal between the currency 
and the arts is determined. What proportion of the existing 
supply of gold at any given time shall go into circulation as 
money and what proportion into the arts? and what deter- 
mines these proportions? This is a part of the general 
question of the distribution of any commodity between its 
different uses. It will always tend to forsake that use where 
its value is least, and seek that one where its value is greatest, 
and thus keep the value normally the same in all. This 
means that gold will tend to distribute itself between its two 
general uses in such proportions that its marginal utility or 
value will be the same in each. If, for any reason, too much 
gold should for a time go into circulation and too little into 
the arts, until people needed bullion more than they needed 
coin,* bullion would tend to rise in value, and coin to fall. 
This would not only keep the new supplies of gold from going 
to the mint, but would also send coin to the melting-pot. On 
the other hand, if too little gold should for any reason go into 
circulation and too much into the arts, until people needed 
coin more than they needed bullion, gold would be sent to the 
mint in larger quantities until the equilibrium was restored. 
But, if considerable delays or expenses were involved, coin 
would be certain to command a temporary premium, or, as it 

* Assuming, for the sake of clearness, that all gold in circulation is in the form 
of coin. The fact that bullion circulates to a certain extent, and is used as 
money, complicates the question, but does not affect the conclusion oue way or 
the other. 
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would appear in market quotations, bullion would be at a 
discount. On the other hand, if the process of reducing coin 
to bullion were a difficult and expensive one, coin might be at 
a discount and bullion at a premium when, for any reason, too 
much gold had been made into coin. 

Probably the opponents of the quantity theory would admit 
that the distribution of gold between the arts and currency 
takes place in some such manner as that just described. But 
to admit that is to admit a quantity theory. To admit that 
the share of gold which goes into the currency is determined 
automatically by the needs of business is to admit that the 
number of units has something to do with the value of each 
unit. What is to prevent all the new supplies of gold from 
going to the mint to be made into coin except the tendency 
which would be created for coin to fall and bullion to rise in 
value? Why should any conceivable degree of scarcity of 
coin induce bullion owners to go to the trouble of sending 
their bullion to the mint (especially if there is a seigniorage 
charge) except a tendency of coin to rise in value as com- 
pared with bullion ? 

Hitherto this discussion has been based upon the assumption 
that gold, or standard money, formed the only kind of cur- 
rency, that there was no credit currency. We have now to 
consider the effect of substitutes for standard money upon the 
value of the money unit. It is manifest that, when a great 
many substitutes for the money unit come into use, there will 
be less demand for the money unit itself. The tendency 
would be for the value of the money unit to fall in conse- 
quence of an increase in the number of substitutes. This 
tendency shows itself in the disappearance of the money 
units as the number of substitutes increases. In other words, 
the increase in the number of substitutes operates for a time 
in precisely the same way as an abnormal increase in the num- 
ber of money units. It tends to cheapen the money unit 
below its bullion value, and sends the coin to the melting-pot. 
This operates as a check on the tendency of money to 
cheapen. 

The opponents of the quantity theory are generally " sound 
money " men, and are not slow to point out that the increase 
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in credit, or token, currency tends to displace standard money. 
But they must either call in some occult power to account for 
it or they must account for it on the simj>le and obvious 
theory that demand and supply regulate the value of money, 
and that the use of substitutes for standard money reduces 
the demand for it, lowers its value, and causes it to go out of 
circulation in search of a better market. 

But, while the quantity theory is capable of such definite 
proof, it is evident from the nature of the argument that it 
may be carried too far. The quantity theory of money is not 
a very effective argument in favor of increasing the circulation 
of money by legal methods. Unless we contemplate a com- 
plete change in the standard of value by changing the metal 
which is to be used as standard money, there are only two 
ways of making money cheaper. One is to make the money 
unit smaller, and the other is to make gold cheaper. No 
economist will favor either a change in the standard of value 
or a reduction in the size of the unit. It remains for those 
who desire a cheaper currency to find some way of making 
gold cheaper. It goes without saying that it must be all the 
gold on the market that is cheajjened, for gold coin alone 
cannot be permanently reduced below its bullion value. It 
also goes without saying that more money and cheaper money 
mean the same thing in the minds of currency reformers. 
Without a change in the standard, money cannot be cheaper 
unless there is more of it ; and there is no need of having 
more money unless it is easier to get, — in other words, unless 
it is cheaper. Those who think to make money materially 
cheaper, and at the same time retain gold as money, by intro- 
ducing other forms of currency into circulation, labor under a 
delusion. Though the first tendency is to cheapen money, 
this tendency is soon checked by a reduction in the gold circu- 
lation about equal (speaking roughly) to the amount of other 
currency introduced, so that the total supply of money 
remains practically unchanged. 

To this last statement the following exception must be 
noted. The displacement of gold by other forms of cur- 
rency may affect its market value. The gold that is driven 
out of circulation must find a market elsewhere. This will 
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increase the supply of gold available for other uses, and 
reduce its general market value. 

How far gold would he cheapened by the release of the 
entire six hundred millions in circulation in the United States 
will depend upon the elasticity of the demand for that metal. 
In the absence of data for the statistical determination of the 
degree of this elasticity, the result must remain somewhat 
a matter of conjecture. But there are several things which 
seem to indicate that the demand for gold, under present con- 
ditions, is highly elastic, and that, therefore, the release of a 
very large amount from circulation would make a very small 
impression on the market for it. In the first place, gold is 
largely used for purposes of ornamentation and luxury. Lux- 
uries which have not become matters of fixed habit, such as 
liquor or tobacco, uniformly have a more elastic demand than 
the common necessaries of life. In the second place, so long 
as the principal commercial nations of the world remain on a 
gold basis, they will possess the power to absorb large amounts 
of gold into their circulation whenever there is a tendency for 
that metal to cheapen, and to release large amounts whenever 
it tends to become more valuable. In the third place, the 
fact that the enormous increase in the production of gold 
during the fifties and again during the last seven years has 
produced a barely appreciable effect on its value is very 
strong evidence in favor of a highly elastic demand for it. 
Since the introduction of other forms of currency into our cir- 
culation can only make money cheaper (unless it falls to a dis- 
count in terms of gold) by releasing gold and sending it on 
to the markets of the world, and since the demand for gold 
seems to be highly elastic, the conclusion is that no device 
except a change in our standard of value or a depreciated 
currency can make money materially cheaper in this country. 
How large a reduction in the general market value of gold 
would result from releasing all the gold from the circula- 
tion of those nations which the bimetallists hope to combine 
in an international agreement, it is impossible to calculate. 
It must be granted that it would have some effect in cheap- 
ening gold ; but itniust also he admitted that this represents 
the extreme possibilities of bimetallism in the direction of 
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cheapening money, short of a complete change from the gold 
to the silver standard. 

Here it may be worth while to call attention to those forces 
which seem destined to cheapen money without special legis- 
lative interference. With a stable currency and a sound 
banking system, credit is certain to expand ; and a still larger 
share of our business can be done without the use of gold. If 
gold is released from circulation in this manner, the change 
will cheapen it as much as though the same amount were 
released from circulation by the free coinage of silver or the 
issue of paper money. This seems to be the fatal oversight in 
the bimetallic contention. Let it be borne in mind that the 
only thing that can cheapen gold is the release of gold from 
circulation or the forcing of it into the arts. With this fact 
in mind it must be easy to see that it makes no difference 
whether the gold is released from circulation by one means or 
another. A larger use of credit will be at least as efficacious 
as bimetallism, provided the same amount of gold is driven 
out of circulation in either case. Indeed, it is not improbable 
that it would be more powerful. Bimetallism, in order to dis- 
place gold from circulation, must bring silver in. Since gold 
and silver may be to some extent substituted for one another 
in the arts, this attraction of silver from the arts to the cur- 
rency would tend to make it dearer, and cause more gold to be 
used. The tendency of gold to cheapen by being driven from 
circulation would be in part offset by the greater demand for 
it in the arts consequent upon the rise in silver. Those who 
desire a cheaper currency need not be discouraged. As 
already pointed out, more stable conditions and the develop- 
ment of credit may do something in that direction, But 
beyond that, if the present enormous advancement in the pro- 
duction of gold continues, it must sooner or later affect the 
value of that metal, no matter how elastic the demand may be. 

T. N. Caeveb. 

Oberlin College. 



